We investigate the impact of host country risk on the expatriation strategies of multinational firms, using data on Japanese subsidiary firms in manufacturing industry in 13 host countries in Asia. We find that country risk is negatively correlated with the degree of expatriation and that, rather than host country risk, firm-specific factors (particularly capital intensity, ownership share of parent firms in subsidiaries and the age of the venture) explain most of the variation in the degree to which subsidiaries rely on Japanese expatriates. Contrary to previous studies, the capital intensity of production is a key explanatory firm-specific variable that correlates positively with the degree of expatriation. Japanese MNCs do not rely on expatriates to off-set host country risk, but to mitigate risk to parent investment in subsidiaries.
Introduction
The expatriation or localisation of management of foreign subsidiaries of multinational companies (MNCs) has been the subject of ongoing research in international business since at least the mid1970s. Such research is pertinent, as firms need to determine what expatriate staffing levels are appropriate for their subsidies, given the cost of selecting, training and maintaining expatriate managers, as well as the cost of expatriate failure. Available studies have probed the issue in various ways, but are yet to yield consensus about the factors that determine the choice by MNCs to dispatch expatriate managers to subsidiary firms or depend on locally recruited senior staff.
In essence, the choice between expatriation and localisation is considered in two ways. The 'coordination and control' approach considers that internationalisation of a company's activities involves transplanting some core capabilities and practices from the parent firm to subsidiaries (e.g. Boyacigiller 1990; Watson O'Donnell 2000) . If these capabilities require close scrutiny by the parent, internationalisation may imply the relocation of experienced managers from the parent for the purpose of overseeing the transplantation and ongoing implementation of the core capabilities in the foreign subsidiary. An advantage is that expatriates are familiar with the organisation and strategy of the MNC, and steeped in the MNC's corporate culture. They may be better able to keep the objectives of the foreign subsidiary aligned with those of the parent, allowing the parent to avoid any dangers of opportunistic behaviour by a local joint-venture partner.
Other studies regard the engagement of expatriate managers as a transitory but necessary phase in the development of a foreign subsidiary. Subsidiaries depend in their initial stages on the transmission of core capabilities and practices from their parents, and expatriate managers perform an important facilitating role in that process (e.g. Downes and Thomas 2000; Kawai and Strange 2014) . This 'transitory phase' approach argues that expatriates (and their families) tend to be costly to maintain, while the cost of expatriate failure can be considerable. As a subsidiary gains experience in the business environment of a host country, the parent is likely to localise subsidiary management. Advantages of localising management include in-depth knowledge of the business conditions in the host country that local managers tend to have, and the fact that they are less costly. In due time, MNCs may allow foreign subsidiaries to increase their engagement of locals in senior management positions, particularly after local managers have gained experience and familiarity with the international organisation and strategy, as well as the corporate culture of the parent. Given cost aspects, localisation of management in foreign subsidiaries may be more financially advantageous than maintaining a contingent of expatriates.
Despite a significant accumulation of studies analysing the degree of expatriation in subsidiary firms, there is no consensus on the fundamental factors that explain the choice between expatiation and localisation of management of foreign subsidiaries. Different methodologies (e.g. case studies, surveys, variance analysis) and data sets have yielded different outcomes, or outcomes that are difficult to generalise. This paper focuses on an important common element in both strands of the literature, which is that MNCs commit valuable resources to their foreign subsidiaries and expose these to host country risk. The resources take the form of proprietary capabilities and practices, human resources, as well as financial resources in the form of investment in the production technologies used by subsidiaries and debt guarantees. Few relevant studies account for the commitment of financial resources. As far as they do, improperly account for the true value of committed capital, as the next section explains. Another drawback of existing studies is that they control for risks in the host country by using a composite of very broad general indicators of differences in the business environments of home and host countries, or country risk indicators that may be relevant to portfolio investors, but not necessarily to MNCs that can 'unpack' country risk and respond to the different host country risk elements they perceive relevant to protecting the resources they commit to their foreign subsidiaries.
It can be hypothesised that MNCs with considerable investments in foreign subsidiaries seek to minimise the risk to that investment by maximising the returns on the core capabilities engaged in subsidiaries, and possibly by aligning the objectives of the subsidiary with those of the parent firm. A relatively high number of home country expatriates in key management positions may be a means to that end. Hence, variation of the degree of expatriation needs to strike a balance between explanatory factors that are specific to the subsidiary firm and the host-country. This paper analyses this issue on the basis of a large database containing firm-level data for Japanese subsidiary firms in other Asian countries and territories. These host countries were chosen in order to minimise the possible impact of cross-cultural differences between the host countries on expatriation. The study also focuses on manufacturing firms in order to minimise the possible consequences of the fact that Japanese subsidiary firms are active across host countries in different combinations of industries.
Literature Review
The study of the expatriation strategies of MNCs is dominated by issues of international human resource management, particularly recruitment practices, and the risk/cost to the firm of expatriates failing (e.g. Selmer 1995; Baruch and Altman 2002) . Early studies seeking to explain the choice between expatriation and localisation were considerably hampered by the availability of data. For instance, Boyacigiller (1990) and Downes and Thomas (2000) base their arguments on expatriation in the subsidiaries of just one firm. More recent research relies on case studies or country studies. The number of cases in a study is often limited, which makes it difficult to generalise the findings.
During the last 15 years, several studies have started to use large firm-level data sets, combining them country-level data for home and host countries to explain variations in the degree of expatriation of subsidiary companies (e.g. Gaur, Delios, and Singh 2007) . This would be appropriate if the combination of home country firms across all host countries is broadly similar and therefore comparable. But this is never the case, as firms from the same home country are attracted to a host country for a range of different reasons. In other words, the 'average home country firm' does not exist. It therefore remains unclear whether the specifics of parent and subsidiary firms, rather than the specifics of home and host countries explain the degree of expatriation in subsidiaries of MNCs across host countries.
Several empirical studies analyse expatriation by Japanese firms (e.g. Konopaske, Werner and Neupert 2002; Gong 2003; Paik and Sohn 2004; Belderbos and Heijltjes 2005; Tan and Mahoney 2006; Gaur, Delios, and Singh 2007; Wilkinson, Peng, Brouthers, and Beamish 2008; Fang et al. 2010; Widmier, Brouthers, and Beamish 2010; Peng and Beamish 2014; Ando and Paik 2014) . A few take account of parent investments in subsidiary firms, but fail to account for the true value of committed capital by correcting for inflation since the year of establishment, which consequently leads them to conclude that capital investment is not a significant explanatory variable (e.g. Widmier et al. 2008 Widmier et al. , 1616 Fang et al. 2010, 43) , or that capital was marginally significant as an explanatory variable and negatively correlated with the degree of expatriation (Gaur, Delios and Singh 2007, 625 and 627) . In addition, these studies do not account for the fact that competing firms in different industries are able to apply a range of different technologies to produce similar goods, ranging e.g. from labourintensive to capital-intensive technologies. Relative factor prices in host countries are likely to be an important determinant of the choice of technology along the production frontier, but individual firms also have other reasons to select a specific technology, which therefore require an eclectic approach to explaining the choice of technology, as Chen (1983) explains. An element in this 'choice of technology' literature is the fact that a firm's choice for a higher capital intensity of production (as indicated by the ratio of capital and employment) necessarily requires a greater commitment of financial resources.
A further drawback of relevant multi-country studies is that they control for risks in the host country on the basis of broad composite indicators of differences in the business environments of host countries that are assumed to be proxies of risk. These are generally composite country risk indicators obtained from readily available sources such as Euromoney, Institutional Investor or Political Risk Yearbook and designed for analysis of portfolio investments (e.g. Click 2005 ). Using such indicators ignores the subjectivity underlying them, due to the choice and weighting of the underlying variables and can therefore be misleading, as Oetzel, Bettis, and Zenner (2001) argue. More recently, studies have started to use similar indicators of 'institutional distance' between home and host countries, which suffer from similar drawbacks related to variable selection and weighting, as Zaheer, SpringSchomaker and Nachum (2012) argue.
More importantly, these indicators are at best suited to analysing the decisions of portfolio investors who have few opportunities to hedge perceived country risks, and a broad-based indicator may suffice for them. But in the case of foreign direct investment (FDI), MNCs are in a position to 'unpack' country risk and respond to the different risk elements they perceive relevant to their foreign subsidiaries in order to protect the resources they commit to foreign subsidiaries. They can strategically shape subsidiary ventures, e.g. through the choice of joint venture (JV) partners, the share of their commitment in the subsidiary, the choice of technology, expatriation, as well as embedding a subsidiary in the business environment of the host country etc. Hence, using composite indicators of country risk or institutional distance between home and host countries may not adequately contribute to the analysis of expatriation by MNCs engaged in FDI.
Japanese MNCs rely to a higher degree on expatriates in key management positions of their foreign subsidiaries, compared to MNCs from other countries (Keeley 2001, 115-20; Yoshihara 2005: 244-246; Jaussaud and Schaaper 2007: 236-238) . For example, in 1998, 72% of Japanese subsidiary manufacturing firms in Asia had a Japanese national as top executive, significantly higher than US and European firms (METI 2003: 160-161) . This phenomenon has been related to the particular human resource management practices of Japanese firms (e.g. Beechler and Yang 1994) . It has also been related to the idea that Japanese firms replicated keiretsu structures in other countries, requiring intensive intra-firm communications with headquarters in Japan and inter-firm communications with keiretsu-associated Japanese subsidiaries in host countries and therefore Japanese expatriates in senior positions (e.g. Yoshihara 2005: 247-249; Yoshihara 2008: 7-9) . Shiraki (2007: 9-10) found that the need for subsidiaries to coordinate with headquarters in Japan as well as the need for the 'penetration of the management principles/methods' of headquarters in Japan to be the main reasons. Legewie (2002) argues that a prevailing innate 'insider-outsider mentality' prevents Japanese firms from localising the management of their subsidiaries, while many Japanese firms in China are resource rather than market-seeking and do not require the local feedback that senior local managers can generate.
Even though Japanese subsidiary firms depend to a large extent on expatriates in senior positions, the variation in the degree to which the foreign subsidiaries of Japanese MNCs employ home country expatriates has not yet been fully explained. Several empirical studies have addressed this issue, but they arguably contain methodological limitations. For example, Belderbos and Heijltjes (2005) seek to explain the appointment of expatriate and local managers as managing directors (CEOs) of 844 subsidiary firms of Japanese electronics-producing companies in eight Asian countries in 1995. They find that the strategic dependence of a parent firm on the affiliate increased the propensity to appoint expatriates. However, (a) the study only analyses CEO appointments, which fails to account for the possibility that managing directors have been token appointments, as Yoshihara (2008: 6-7) explains, and that the appointment of Japanese expatriates in other senior management positions serves the purpose of maintaining control.
1 (b) It takes the ratio of affiliate employees and employees of the parent firm as an indication of the size of the subsidiary firm, which does not take account of the capital intensity of production and thus the potential risk to the investment made by parent firms and their lenders.
Gaur, Delios, and Singh (2007) seek to explain the appointment of expatriate and local managers as general managers (i.e. CEOs) on the basis of the 'institutional distance' of the host country with Japan. They analyse the impact of that appointment on firm performance for almost 13,000 subsidiaries of Japanese firms in 48 countries in 2002 and find that a higher 'institutional distance' encourages firms to rely more on expatriates. This study (a) does not take account of the appointment of Japanese expatriates in other senior positions than CEO, possibly in order to offset the consequences of the appointment of a local CEO. (b) It creates composite country-level indicators of 'regulative' and 'normative' distance between Japan and the host country, but does not explain in detail what factors are included and how they are weighted. As explained above, the problem is that firms making FDIrelated decisions may utilise different combinations of ways to mitigate the potential negative consequences of distance. (c) It uses sales per employee as indicator of productivity. This is at best a proxy indicator of performance. Some firms have high sales/worker ratios because they depend to a high degree on purchased inputs, add little value themselves to the value of sales, and require a high turnover to generate sufficient net returns. This indicator also takes no account of the differences in capital intensity of production across different industries and therefore the differences in risk that parent firms experience as a consequence of the differences in the relative size of their investment. Tan and Mahoney (2006) seek to explain variations in the ratio of expatriate managers and total employment in 284 subsidiaries of Japanese firms in the USA in 2000. They use a range of explanatory variables, several of which were industry-specific rather than firm-specific. While this study focuses on all expatriate employment in subsidiaries and not just the nationality of the CEO, it fails to account for the role of investment by parent firms in the subsidiaries. The control variable for firm size is employment and the joint-venture indicator is a simple dummy variable, rather than the share of the parent firm in a JV. Wilkinson, Peng, Brouthers, and Beamish (2008) seek to explain variations in the ratio of expatriate managers and total employment in 5,296 subsidiaries of Japanese firms around the world in 2001, by focusing on 'cultural distance' between Japan and host countries. They find that 'cultural distance' enhances the rate of expatriation. Leaving difficulties of measuring and interpreting 'cultural distance' aside, their choice of control variables may skew the results of this study. While the study does not account for capital investment, several of the firm-level controls are actually more statistically significant than the indicators of 'cultural distance', which actually have low predictive power.
Ando and Paik (2013) offer a more involved explanation of variations in the ratio of expatriate managers and total employment in 2,980 subsidiaries of Japanese firms in 2008. Their approach includes parent firm characteristics, such their international experience, and they use the more relevant World Bank Governance indicators to define 'institutional distance'. They find a significant negative correlation between expatriation and 'institutional distance', but do not account for the size of subsidiaries, nor parent investment.
Lastly, Peng and Beamish (2014) seek to explain variations in the ratio of expatriate managers and total employment in 11,754 subsidiaries of Japanese firms during 1996-2005, by focusing on the size of subsidiaries and by also including parent firm characteristics in the analysis. However, they define subsidiary size simply as the number of employees, do not control for the size of parent firm capital investment -except the percentage equity ownership by parent firms -and approximate host country risk with credit ratings from Institutional Investor. For reasons explained above, such limitations may affect their findings.
Theory and Hypotheses
This brief discussion of the literature indicates that several issues require further research. One is that available studies tend to use only total employment as an indication of size of subsidiary firms. This fails to account for the fact that in several industries firms can choose from a range of production technologies in a continuum from labour-intensive to capital-intensive. For that reason, a clear distinction has to be made between firms according to the capital intensity of production, as Jaussaud, Schaaper, and Zhang (2001) suggest. It can be assumed that capital-intensive production requires a subsidiary company to rely on proprietary technology and the transfer of capabilities and practices from the parent MNC in order to be able to make optimum productive use of the technology. Another way to consider this is that capital-intensive production requires certainty that a subsidiary firm will be able to generate net income that allows it to service capital invested in its plant, whether in the form of parent-guaranteed debt or equity. It would not matter in this case whether the investment is large or small. The relevant issue is that invested capital needs to be serviced. Dependence on experienced expatriates may offer some guarantee to that effect.
Hypothesis 1: There is a positive relation between the capital intensity of a foreign subsidiary firm and the share of home country expatriates in total employment of that firm.
Where parent firms engage local joint-venture partners in their foreign subsidiaries, the local partners may have expectations about the employment of locals in senior management positions. Either to acknowledge the valuable contribution of local partners to the joint-venture, or possibly for the purpose of mollifying local partners, parent firms may therefore agree to the engagement of local managers in senior positions. But where the role of local partners in a joint-venture is small, foreign parent firms may not be inclined to consider engaging such local managers.
Hypothesis 2: There is a positive relation between the ownership share of foreign parent firms in a foreign JV and the share of home country expatriates in total employment of that venture.
Many foreign subsidiaries may start as modest operations and then grow as they create and grasp opportunities, reinvesting profits to finance expansion. At the same time, senior expatriate managers of subsidiary firms may gain sufficient experience with the local business environment to understand the potential risks to the firm. A parent firm may then decide to utilise this experience in the form of supervision of the subsidiary from the home country, thus allowing local managers to subsume senior roles in the subsidiary firm. In addition, local junior managers may gain experience in the firm and trust from senior managers, before being promoted to senior positions. This is in essence the 'transitory phase' argument, as explained above.
Hypothesis 3: There is a negative relation between the age of the foreign subsidiary firm and the share of home country expatriates in total employment of that subsidiary.
An extension of both the 'coordination and control' and 'transitory phase' arguments is that engagement of expatriates in senior positions in a subsidiary firm is a response to elements of uncertainty in the business environment. These require the involvement of experienced managers who understand the operations of both parent firm and subsidiary and their markets, and who are able to draw on that experience to mitigate risk to the subsidiary firm. Their role may diminish and they may make way for local managers when the firm has developed ways to anticipate and accommodate risk. For example, Wilkinson, Peng, Brouthers and Beamish (2008, 99-101) find that host country risk was indeed positively correlated with the expatriation ratio. However, their choice of country credit ratings from Institutional Investor may be an imperfect indicator of country risk for the purpose of analysing MNC commitments to FDI.
Hypothesis 4:
There is a negative relation between the perceived risk in a host country and the share of home country expatriates in total employment in a foreign subsidiary firm.
Formal testing of these hypotheses requires firm-level data that allow a comparison of like-with-like. For example, the capital intensity of production (Hypothesis 1) may be related to the level of technical sophistication in the industry of the firm. Hence, steel producing firms generally use widely established technologies and tend to increase their competitiveness by capturing scale economies, while semiconductor producing firms operate at a technological frontier and maintain their competitiveness by pushing it further out. In both cases, operations may be capital-intensive, but the required level of technical sophistication could be significantly higher in the second case, requiring expatriate managers for 'coordination and control', if not the protection of intellectual property. Hence, formal testing in principle needs to account for the industries in which subsidiary firms operate.
Methodology
Quantitative firm-level data used in this paper were obtained from the annual Tōyō Keizai database containing data on Japanese subsidiary firms for each year 1999-2004. 2 We compiled a subset with panel data for 13 Asian countries: South Korea, China, Hong Kong, Taiwan, Vietnam, The Philippines, Thailand, Malaysia, Singapore, Indonesia, India, Pakistan and Sri Lanka. These countries were selected in order to accommodate the impact of different levels of risk perceived by subsidiary firms and their parents on investment decisions in the analysis. 3 In order to avoid possible outliers we cleaned the dataset. The initial number of observations was 29,977. We excluded all Japanese subsidiary firms without data on total and/or expatriate employment, as well as firms with zero or one employee, which generally were representative offices of Japanese manufacturing firms without manufacturing plants. We also eliminated subsidiaries without information on paid-up capital, and we left out firms that were included in the database for less than three consecutive years. Lastly, we rejected observations where capital or employment grew by more than 300% or decreased by more than 50% from one year to the next. The cleaned dataset comprised 26,048 observations. The following variables from the dataset were used: age, or the number of years since the establishment of the subsidiary firm; number of Japanese expatriate employees; total number of employees; number of Japanese joint-venture partners; paid-up capital, converted to US$ in constant 2000 prices 4 ; share of Japanese parent firms in paid-up capital; share of local partners in paid-up capital.
The motivation for using shares of Japanese parent companies and of local partners in paid-up capital separately is that the total is not equal to 100%. Older, established Japanese subsidiary companies in Hong Kong, Singapore and Taiwan (and in Thailand and Malaysia in later years) also contribute as investors and therefore as shareholders to financing the creation or expansion of new Japanese subsidiaries. This is explained to a large extent by the comparatively high level of corporate taxation in Japan that leads Japanese MNCs to rely on the cash flow available in foreign subsidiaries for the 2 The database comprises the results of an annual survey undertaken by the Tōyō Keizai publishing company. It is published in Japanese as 海外進出企業総覧 (Kaigai Shinshutsu Kigyō Soran) . This source has been used in other studies, such as Tan and Mahoney (2006) ; Gaur, Delios, and Singh (2007) ; Wilkinson, Peng, Brouthers, and Beamish (2008) . But these studies did not make use of all relevant firm-specific variables in the source, nor of multi-year panel data. 3 The comparative study was limited to Asian countries for two reasons. These countries comprise a wide range of risk indicators, while such indicators vary less across European and North American countries. In 2004, 49% of Japanese subsidiaries were located in Asia, compared to 14% in Europe, 31% in Canada, USA and Mexico and 6% elsewhere, while subsidiaries in Asian countries were across a greater range of e.g. size and industries than in the rest of the world. 4 Ideally, capital should be the total assets or total equity (paid-up capital plus retained earnings) of a subsidiary company. The database only gives paid-up capital, valued at the year in which the most recent addition was made to the equity of the subsidiary, generally the year of establishment (Beamish, Delios, and Lecraw 1997, 108) . Consequently, the actual value of invested capital of older subsidiary ventures is underestimated, because of inflation since establishment and/or currency depreciation relative to the US$, and/or an accumulation of re-invested earnings. For that reason, paid-up capital data are converted for this paper to US$ in constant 2000 prices, calculated firstly by using the exchange rate (local currency unit per US$) in the year of establishment, and secondly by correcting for inflation with the Gross Fixed Capital Formation deflator (in US$, 2000 = 100) from the national accounts of the United States. Other studies, such as Gaur, Delios, and Singh (2007) also used capital as a control variable, but omitted this important correction.
purpose of funding the expansion of their operations in other countries, such as China and more recently in India.
5
Across host countries, MNCs face different levels of risk. Several indicators of country risk are readily available for the purpose of analysing the impact of perceived risk on expatriation and these have been used in multi-country studies, as mentioned above. Another example is the OECD's classification of country risk. As noted, there are several problems with these indicators. For example, the OECD's classification is explicitly intended for export insurance agencies and reflects the perceived risk to international payments. It is based on the payment experiences of OECD countries with partner countries, as well as indicators of the financial and economic situation in these countries. Other composite indicators are based on publicly available financial and economic data, aggregated with arbitrary weightings. Hence, the choice of country risk indicator therefore impacts on the results. To avoid the possible complications caused by the choice of a highly aggregated composite indicator this paper we use indicators that capture factors relevant to FDI decisions, obtained from the World Bank's Governance and Doing Business databases. The descriptive statistics in Table 1 show that 25% of the firms in the sample are located in China, almost 16% in Thailand, 11% in Hong Kong, 10% in Taiwan, 9% in Malaysia, and 7% in Indonesia. On average, firms in China, Vietnam and India are younger than their counterparts in other countries, reflecting the fact that these countries opened up to FDI later than others. In terms of size, the subsidiaries on average have about 300 to 500 employees. In South Korea, Hong Kong, Singapore and Taiwan firms have fewer employees on average, which is most likely a reflection of the higher degree of skill-and technology intensity in the production activities in those countries.
The average share of Japanese expatriate employment is 7.4%, which is higher than the averages in several countries, such as 3.4% in Indonesia. The share is relatively high in Hong Kong (23.4%) and Singapore (20.8%), which may reflect the fact that many firms in those countries are relatively small operations with their main manufacturing activities located in China in the case of Hong Kong, or elsewhere in Southeast Asia in the case of Singapore. The ratio of capital and employment indicates that capital intensity of production is significantly higher in Hong Kong, Singapore and Taiwan than in other countries. This suggests the use of more advanced and more capital-intensive production technologies. The share of Japanese partners in the subsidiary firms was on average 93% in Hong Kong and Singapore, compared to 77% in Taiwan, which indicates that most firms are majority-owned by Japanese parent firms. For the analysis in the next section, we take the logarithms of some key variables and assume a nonlinear relationship between the explanatory and dependent variables. Table 2 shows the pair-wise correlations. Capital intensity is defined as the ratio of capital and total employment. Except for the correlation between the share of Japanese parent firms and the share of the local partner firms in the capital of companies, the correlations between the explanatory variables are all low, which indicates an absence of multicollinearity problems.
The difference between the share of Japanese parent firms and the share of the local partner firms in the capital of companies is that in several cases third-country investment plays a role, as explained above. The underlying equation used to investigate the determinants of the share of expatriate employment implies that total employment is on both sides of the equation because we hypothesise that capital intensity is a key explanatory variable. The justification is we are not seeking to explain the engagement of the absolute number of expatriates on the basis of specified explanatory variables. The specification we use is required because a number of variables identified as potentially explanatory are not expressed as a ratio to total employment, in particular the share of Japanese or local investors in social capital. In addition, a risk of endogeneity exists if we have both social capital and total employment as explanatory variables and the absolute number of expatriates as dependent variable.
Data Analysis
To analyse the data and test the validity of the hypotheses, we use multiple regression techniques (OLS and Random effects). The OLS results are shown in Table 3 . As the Doing Business variables are constant for all years in the dataset, we checked the robustness of the fixed effect results by estimating the random effects, which are shown in Table 4 . Both tables show very similar results. In all models, R² and the explanatory power of the models are high. Capital intensity has a positive sign and is statistically significant as an explanatory variable for the degree of expatriation, which confirms Hypothesis 1. The share of foreign parent firms in the capital of the capital of the subsidiary was statistically significant and has a positive sign in model (1), while the share of all local partners used in models (2) -(8) has a negative sign and is also statistically significant This confirms Hypothesis 2 and suggests that MNCs skew the human resource policies of their foreign subsidiary firms towards employing home country expatriates, most likely in key management positions. In all cases the age of the subsidiary firm moderates expatriation, because the sign of was negative and the coefficient is statistically significant, thus confirming Hypothesis 3. Hence, subsidiary firms that have been in operation longer are more likely to engage locals in senior management positions. (1) (2) (3) (4) (5) (6) (7) 
Notes:
The following variables are expressed as logarithms in all regression models: share of expatriates, capital intensity, share of total Japanese investment in the subsidiary and age. The estimation of each model includes dummy variables for each industry and each year of observation. Robust standard errors are in parenthesis.
As for the indicators of country risk, in models (3) - (6) the Governance variables all have a positive sign and are statistically significant. This implies that a higher degree of political stability, regulatory quality, rule of law, and control of corruption is associated with a higher the degree of expatriation. Conversely, in countries with a more risky business environment, subsidiary companies are likely to depend to a greater degree on locally recruited senior staff members. Likewise, in models (7) and (8), the two Doing Business indicators have a negative sign and are statistically significant. This means that increased difficulties experienced in establishing a subsidiary venture, or higher risk, reduces reliance on expatriates, and by implication increases reliance on local senior staff. In both these models we included the 'control of corruption' indicator to test for interaction with the 'enforcing contracts' and 'starting a business' procedures. The results are statistically significant. In the case of a country with more procedures to enforce contracts, better control of corruption enhances reliance on local senior staff. In the case of a country with more procedures to start a business, better control of corruption enhances reliance on expatriates. In all cases, Hypothesis (4) is confirmed: higher perceived country risk relevant to FDI-related decisions leads a firm to localise senior management. Tables 5 and 6 show the results of further OLS and random effects analyses in order to distinguish between some firm-specific characteristics. The results in the table test whether there is any difference in expatriation strategies between different types of firms in the dataset. The reason for this additional analysis is that there could be country-specific differences between subsidiary firms that are not captured and revealed in Tables 3 and 4. These differences are in this case analysed only with the Governance indicator 'control of corruption' interacting with the two Doing Business indicators.
The first distinction is between firms that produce with advanced technologies and a high capital intensity of production and those that produce with simple technologies and a low capital intensity. The first may be more exposed to risk than the latter and more concentrated in one country than another, because there are differences in the average capital intensity shown in Table 1 . It is significantly higher in Hong Kong, Singapore and Taiwan than elsewhere. However, models (1) -(4) in Table 6 show that the signs are all the same as in model (7) in Table 4 , and significant, although the values of the coefficients are different, particularly for the 'share of all local partners' variable. 
The following variables are expressed as logarithms in all regression models: share of expatriates, capital intensity, share of total Japanese investment in the subsidiary and age. The estimation of each model includes dummy variables for each industry and each year of observation. Robust standard errors are in parenthesis. * significant at 10%; ** significant at 5%; *** significant at 1%
In capital intensive firms, a higher share of local partners decreases the rate of expatriation more than in capital extensive firms. This indicates that local partners in a capital intensive firm are in a better position to require the appointment of local staff members, because of their ownership rights. While in capital extensive firms local partners are less likely to use their ownership rights to require the appointment of local staff members.
Secondly, Tables 5 and 6 distinguish between large and small subsidiaries in terms of the numbers of people employed. Table 1 showed that average total employment is relatively high in Indonesia, Philippines, India and Pakistan, as well as Sri Lanka, and on average relatively small in Hong Kong and Singapore. Models (5) -(8) in Table 6 show that the signs are all the same as in model (7) in Table 4 , and significant, although the values of the coefficients are different, particularly for capital intensity. This indicates that large subsidiary firms that are capital intensive on average employ a greater proportion of expatriates than small subsidiaries that are capital extensive.
Thirdly, Tables 5 and 6 exclude respectively China and Hong Kong and Singapore from the dataset. The reason to exclude China is that it hosts a relatively large number of subsidiaries for reasons that are not necessarily captured in the models in Tables 3 and 4 . Excluding China in models (9) and (10) allows us to test for this. The results show that the signs remain the same as in model (7) in Table 4 , but that the value of some coefficients changes. It decreases for the share of local partners in capital, which indicates that in China a higher share of local partners reduces the rate of expatriation to a greater degree than elsewhere. In model (9), the coefficient of 'control for corruption' is now statistically insignificant, which indicates that in combination with the 'enforcing contracts' variable the role of the 'control for corruption' variable in explaining expatriation is particularly relevant in the context of China's business environment, not in the context of other Asian countries.
Lastly, the small average size of subsidiaries in Hong Kong and Singapore may be related to the possibility that manufacturing firms have regional headquarters in those city states, but production operations in sub-subsidiary firms in respectively neighbouring China and Indonesia or Malaysia. Excluding Hong Kong and Singapore does not change the sign of the coefficients in models (11) and (12), compared with model (7) in Table 4 . The only key change is that the 'control for corruption' variable is statistically insignificant in model (12). This indicates that in combination with the 'starting a business' variable, the role of the 'control for corruption' variable in explaining expatriation is particularly relevant in the cases of the business environment in Hong Kong and Singapore, not in the context of other Asian countries.
In all, the signs of the coefficients remain the same as in model (7) in Table 4 , which confirms Hypothesis (4). In other words, in countries with more risky business environments, subsidiaries of MNCs tend to rely to a greater degree on locally recruited senior staff rather than expatriates. This conclusion differs significantly from Gaur, Delios, and Singh (2007) who find that a greater institutional distance between home and host country leads firms to increase their reliance on expatriate managers. It confirms Ando and Paik (2013) who conclude the opposite. Arguably, the indicators of country risk in this study and of 'institutional distance' in other studies do not necessarily yield similar indications of distance between home and host countries. Nevertheless, both broadly point in the same direction. The key difference between this study and Gaur, Delios and Singh (2007) is how it accounts for capital, as explained above. As a consequence of properly accounting for changes in the real value of capital since the establishment of subsidiary companies, this study finds that capital intensity is positively correlated and highly statistically significant, which impacts on the statistical significance of the coefficients of other explanatory variables.
Conclusion
This paper shows that firm-specific factors, particularly capital intensity, the ownership share of parent firms in subsidiary firms and the age of the venture, together explain a very large part of the variation in the degree to which subsidiary companies depend on expatriates, and that in host countries with more risky business environments subsidiaries of MNCs tend to rely to a lesser extent on expatriates, and by implication to a greater degree on locally recruited senior staff. The paper shows that advancing age, as well as a higher degree of local participation reduces the dependence of a foreign subsidiary firm on expatriate employees.
Further research should address the question why firms do this. It can be hypothesised that business success in a host country with a higher degree of perceived risk depends on a superior understanding of the idiosyncrasies of the business environment of the host country and possibly on local connections, both of which locally recruited senior staff may have. It could also be that a parent company is reluctant to expose expatriates and their families to the difficulties of living in a host country with a higher degree of perceived risk. Either way, localisation of senior management is a strategy to minimise country risk. By controlling for firm-specific factors, the paper also finds that the capital intensity of production of a subsidiary venture is positively correlated with the degree of expatriation and that this variable actually explains a large part of it. Further research should explain why this is the case. It can be hypothesised that MNCs maintain expatriates in their foreign subsidiary ventures as a consequence of company strategies aimed at maximising control. The purpose of doing this is that a subsidiary firm needs to optimise its use of capital-intensive technologies, and also maximise the likelihood that it will be able to service its outside finance in the form of participations by parent firms as well as debt, especially if debt was guaranteed by parent MNCs. This will require data that allow the assessment of how Japanese foreign subsidiaries are financed.
